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The new global financial crisis and the responsive measures countries have taken 
once again triggered a fierce academic debate about the relationship between the 
government and the market. Should governments intervene in market economy? 
Shleifer and Vishny (1994, 1998) pointed out that government intervention can be 
either "the hand of support" or "the grabbing hand". On one hand, governments can 
provide a variety of preferential treatment that is helpful to the development of 
enterprises; on the other hand, in order to pursue their own social and political 
objectives, government would interfere in the normal business activities and grab 
corporate wealth. 
China is now experiencing economic and social transition. During China’s 
transition period, does its government play "the hand of support" or "the grabbing 
hand"? As Wu (2010) have pointed out, China's economic system is an economic 
system under the domination of government and state-owned economy, and in which 
market economy and command economy co-exist. With this institutional background, 
what kind of impact does government intervention have on Chinese enterprises? 
Based on prior researches, this dissertation systematically and comprehensively 
studies on the impact of government intervention on corporates’ operation and their 
performance. 
The dissertation is arranged as follow: 
Chapter 1 is the introduction, which briefly introduces the research background, 
motivation, logic and the research outline, as well as the research meanings and the 
expected contribution of this paper.  
Chapter 2 introduces the institutional background in China. The author mainly 
reviews the process of China’s economic reform and the development of Chinese 
enterprises.  
Chapter 3 is the theoretical background and the literature review. In order to 
provide a theoretical background for the following research, this chapter mainly 
reviews and gives some comments on the literature of government intervention. 
Chapter 4 examines the relationship between government intervention and 















employment would lead to high wage rate and whether government intervention 
would influence companies’ wage rate and labor cost. 
Chapter 5 empirically studies the relation between government intervention and 
the cost of companies’ debt. Besides, author investigates how the change of external 
environment influence companies’ debt cost. 
Chapter 6 researches the relation between government intervention and 
companies’ performance. In addition, author discusses whether the influence of the 
change of external environment differs among the three types of companies. 
Chapter 7 makes conclusions and discusses on future research. It shows research 
implications and limitations, and pointing out direction for future research on 
government intervention. 
The conclusions of this paper are as follow: 
Firstly, ceteris paribus, author demonstrates that the more government intervene 
in companies’ operation, the bigger the employment size is, the higher the cost of 
labor is, the lower the cost of debt is, and the worse the companies’ perform. 
Moreover, as government intervention on companies’ external environment decreases, 
the excessive employment will shrink, the cost of debt will be lower, the performance 
will be improved; and the improvement of the listed company's external environment 
can also help in relieving the negative impact of government-controlled shares on 
listed companies’ performance. 
The potential contributions and improvements this paper made are as follow: 
Firstly, this dissertation proposes a new measurement of government intervention. 
Among those non-government controlled companies, we consider companies, who are 
established and continuous controlled by individuals, will be less affected by 
government intervention than those who are transformed from SOEs. Therefore, we 
look up companies’ history for its origin to distinguish the extent of government 
intervention 
Secondly, this dissertation combines two aspects of government intervention: the 
direct intervention and indirect intervention through companies’ external environment.   
The intervention of the external environment has a negative impact on companies’ 
performance and the magnitude of this effect differs among three types of companies. 
Also, the internal and external government interventions have synergistic effect on 
companies’ performance. 















the relation between government intervention and companies’ employment decision 
from the perspective of “the grabbing hand” and the relation between government 
intervention and companies’ debt cost from the perspective of “the hand of support”. 
The impact of government intervention will eventually reflected in companies’ 
performance, therefore, we empirically test the relation between government 
intervention and companies’ performance at last. 
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